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MEMORANDUM FOR: Executive Director-Comptroller

THROUGH : Deputy Director for Support
SUBECT : Valuntary Employee Savings and Investment Plas of
the Tennessee Valley Authority (TVA)

1. The TVA voluntary employee savings and investment plan is known
as the Take Stock Plam and will gencrally be ideatified by this name in this
repart. mmnumuymmmﬂymmmhemaw
at Tab A. It 12 suggested that the brochure be read before continuing in this
repoxt.

2. Attemtion is called immediately to the fact that the Take Stock Plan
is ot merely & mesns by which TVA employees can conveniently through pay-
roll deductions and TVA-provided sdministrative support pool thelr saviags aand
effoct substantial economies on ssles enmmissions in the purchase of "oad”
sudual fund shares. Rather the TVA has contrived and fostered the Take Stock
Plan o8 an integral part of its employee retirement progrsm 50 that the Take
Stock Plan will qualify with the Intermal Revenue Sexrvice as & trust under Sectlon
401{a) of the Internal Revenue Code and acquire exemption fromi income taxes
under the provisions of Section 501(a). Asa quaiified voluntery retirement
pias, =0 Income taxes are payible on laterest, dividends, or capital gains
realized on invested employee saviags until the individual retires for whthdraws
his funds). At such time, any appreciation or iscrease in the value of the
individual 's shares in the tnvestment fund are taxable solely as long term
capital gains. Since this usually occurs at a period in life when the individu-
al's taxable income is greatly reduced, taxes paid are uansually low. laad-
dition to this significant advantage, there s the additional advamege that all
earnings snd gains are sutomatically reinvested without annus) income tax
dilution, resulting in s significantly larger investment base for further earnings
snd appreciation.

3. Basic to any considerution of & proposal to establish & vohutary
employee retirement trust with its sttendant costs &nd gdministrative responsi-
pilities is the rationale or raisen d'etre for doing so. The TVA believes that
educating, encouraging, amd assisting employees to make adequate financial
preparstion for retirement is mutually and significantly beaneficial t; both
employee and management. The ©VA believes that its Take Stotk Pisn is
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properly & pait of its overall employee retixément program angt worth evexy
edministrative dollar snd effort expended, The sdvantages to the employes

are both multiple end significant. They include convealence, dispersion of

rigk, Jower Bwvestment cost, and tax besefite. It can safely be assumad that

the sense of wall being sad financisl security that consciously and mudeocasclously
builds over the yoars gessrutes favorable morale and loyalty and enbances the
TVA repatation as & progressive, taterested amployer. More specifically, from
the poiat of view of TVA mansgemest, the gien contributes sigaificantly to TVA's
Manpower Mausgement progrem. R is & recruitment and retention force, and
more Enportantly, it sssists la the retiressent of aging employees. It raduces
management's concern for the mozal and morale problems that frequenily arise
in eaforcing retivement sge policles @age 53 ia TVA). HNot infveguatly it assists
in the early retivemcnt of employses with lagglag work motivalion. The net
result iz reduced inefficiency, better morale, and more opportuaities for
desirable caveer progression of younger employens.

Py 3% P AT

4. ln addition to tho above rationale foxr the Take Stock Flan, TVA
appears to heve somewhat paternalistic yiews that mansgoment should assist
and encourage employees to save aad nvest wisely in the morve paxofitable,
productive, and inflation protected secior of the American economy - ¢ommaon
stocks and other equity investmewmts. This is evidenced by the fact that the TVA
Wﬁlﬁﬁ?amﬂww&mmm%ﬁgmﬁnﬂemﬂmmy
progyam . Empinyees are given the option of having their mandatory relifement
W&mﬂﬂeﬁ&eﬁh&rwmamwwmmm. One

: a%WMmmcﬁnﬂkawsmm. The
mumgﬁmmmmuwmawuﬂymmm,hmmmmsumﬁd
low 3% iterest accrual rate and the monies axe tavested in high quality fixed-
dollar securities that will ensure that zetirement 1abiiities accruing are fully
fmded. The second fund provides a yprishle ammuity. Coatribwions purchage
Wﬁ;msmamumw@uwmmmmmrmmw
and high quality equity securities. Annuities fuetuate from month to month
wmmmmmmammmummmﬁm.mmvm
roceives the meximum amusity the fund can currently actuarinlly afford o pay
him. In baxiel, the employee gets the beseftt of suy high earninge and capital
mmmmmmmM?mW, ‘This highly audacious and imaginstive
;ﬂm&ah&mmm&ﬁ%wm&tamﬁ@m.hwdmmwm ox
pazy of their retivement contributions in the variable apaulty fund. AC Tab3
thare are some represenmtative case histories showing the significantly larger
anauities that employees In the vartable anuulty fund are receiving over those
they would have received with the game smoum of dollars in the fixed ennuity
fund. In Gact, ammmmwmwemwmmw
the Take Stock voluntary retirement plan.
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$. In evaluating the TVA retiomale for estahlishing its Take Stock
Flan, it can be pointed out that CIA has far greater reason to be interested
in employee preparation for retizement. CIA mandatory retirement age is
60, and earlier retiremont iz desirable in many cases. This lowering of
the normel career span of govermment employses should itsel! provide every
justification fox the sdministrative offort and exponse that would be involved.
Furntber justification lles in the fact that many CIA employees apend substantial
periods of their careers overseas performing duties in locationn that effoectively
impalr their ability to invest their savings to thelr best advamtage. They are
necessarily denled the exposure, information, thae, and facilitics generally
avaiishie in the United States for the lnvestment of funds ln equity securities,
In brief, I personally feel there is ample justification for the CIA to establish
& voluntary esaployee ssvings and investment mechanism similar to that of the
TVA.

8. Possible resscns for not doing so imclude legal obstacles and possible
Congressionsl or employee criticisn: in the years ahegd concerning the manage-
ment and the form of the {nvestmeont plan.

7. Mx | Azsistent General Counsel, 12 of the opinlon
that there will be 10 logel Impasscs In qualifying & CIA retirement trust to
oltein the critical tax exemyeion benefits, He is also of the opinioa that CIA
has the suthority to expend funds aad perform the functions reculsite to the
operation of the plan.

8. There is the probability that the initiation by CIA of en employee
volustary retirement savings and investment plan will command widespread
public attention and interest. R must be assumed that thers may well be
Congressiomal or Executive department cucfousity, intevest, or even coakern
if only because & may stimulate o desire on the part of other goversment
snployees for shmilar mochsatsms . Tressury officials may foar the plan
will reduce sales of government bonds and it is bnportant to nots that this is
the very reason that the TVA requires payroll bond purchese s an eligibility
requirement for participation in the Take Stock Plag, In this comection, TVA
officiala advige me that the plen had no detectable impect upon their siles of
government bonds . However, thelr employes pexticipation in savings bond
purchases through payroll deducticns hed been about 9C% befoxe Teks Stock
wes initisted . Since ClA's participetion rate is far lower, It scema likely
that & stmilar boad purchase eligibliity requirement in the CIA plan would
avold eriticism and would actually lneregse bomd perchases by CIA employees .
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§. The most serious risk is employee discontent should the fund per-
form poorly in a period of recessisn or should employees become dissatiafied
with the management and supervision of the agtivity. On the first point, TVA
officials point out that the risk is minimnal, Regular investment over maay years
withowt vegard to short terma marxket fluctuations is generally ackmowledged to he
& sound practice for the vaskilied conservative investor. Secondly, the retire-
ment fund juvestor is not really concerned with shoxt term stock market fluctuation::;
rather he is intorested in very lomg term growth in his retizrement savings. TVA
officials ssy that amployees are actuslly pleasad with market drope because their
contributions purchase more shares in the fimxi. They appesr to unterstand that
their long range Interedts are a joint function of rumber of shares acquired and
appreciation in sbere value whether by dividends or capital gains . In addition,
they appear to fully appreciste their investment as an infigtion hedge .

10, Discontent with the form and rules of the investment mechanism, the
particular investment sgencles utilized ¢(mutual funds or investment truats), and
the management structure responsible for the operstion of the plan Is & more
serious risk. The TVA has had sbealutely no difficulty on this seore. 1sttribate
this to the excellent dovice by which management supervisjon Is provided. The
Take Stock Plan is administered by 2 Board consisting of three representatives
elected ansually by TVA employees, three represeatatives appointed by TVA
management, and a seventh member selected by the first six. The employee
elections are formally conducted with candidates selected from slates prepared
by nominating committees consisting of widely respectad and known employees.
Voting is done by secret written ballot,. The three management representatives
are sealor oflicers representing the functions of the General Counsel, Persoancl,
sod Finsnce . The seveath Beard member procludes any impasse and assures a
bridge between employoe and menagersent represemtatives. This composite Board
ensures that TVA employees are directly snd effectively represeuted with regard
to the investment of their savings and can promtly and effectively express any
diesatisfactions thet may arise. AL the same time, TVA massgement is sssured
that ite responsibilities are under proper scrutiny by officials kaowledgeahle of
ant responsible for the support services required. As s fiaal control, the Joexd
carzies out &ts planning and supervisory functions under & Trust Agreemoent be-
tween the Board as such and the TVA. The Trust Agreement gives TVA the right
of veto oves all Board proposals and the right to terminate the Take Stock Flan
and distribute the ansets to ahereholders at any time, It may be that the Trust
Agreoment was a requisite to approval of the plgn by the Intexnal Revonuo
Service, Ing in any event, 1 would rocommend that CIA adopt & stmilar mechanism
as it sssures balsaced represeatation of those most concerned. In addition, 1
should polat out that there is & most effective communications systemn between
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the Scard and the TVA employee body. This is sccomplighed throygh numercus
mmeetings of Board members with employee groupe and a monthly news leitex
(Tab C) to all employees which, although informaticnal in test, is highly pro-
mational iz effect.

11. Matwithstanding the demonstrated excellence of the TVA Take Stock
Pian, Ibslieve CIA could tmpxove thersgpon. TVA officials have called sttention
t6 BEMATOUE WAYY wm&&&ymt@m@wmmmmmwnvm af
their plan. For example, they are constdering shifting their funds tv 2 mutual
fund established solely for retivement monfes . A fuad only concerned with re~
tirement funds would be free from pressure to sell porticlio holdings during a
period of markst depression to pay off individuals speculating ia mutual funds .
Such 2 find would also be Izee from pressure to prematurely sell stock with
mghgxmmmmmamzmmmwmmmmmm@ rate
of growth during perisds of reduced dividens or a depressed stock market
merely to appesr atrective to new investors . In sdditlon, TVA officials,
along with many other investment sdvisors, believe that smaller muual funds
will gemezally perform more successhily since they car shift investmonts with
less disxuption of the stock macket snd at lower cost.

12, [also balieve TIA can possibly induce the Internal Revenuve Sexvice
to pexmit CIA amployees to entey the pian with @ substantial lump sum invest-
ment rethey than exclusively by ltmited payroll deductions. I would argue for
this on the besis of the Ageney's manpower hump sad retivement age policy
which gives ue & critical need 1o asglst employees to propere fimawcialiy for
their retirement st s accelerated mte. Stoilerdy, §would argue for a higher
permissible rate of paysoll deductions a8 & percontage of gross salary.

13. At Tab D there is a memorandun for the record proparesi by Mr.
ontaining the views, opiaions, and general date thet arve highly germain.
1o & decislon o proceed.,

i€, k is yocommended that the Director of Cenmtrul Itelligence approve
in principle the establishment of 2 voluntary smployee saviags and investrnent
rotivement plan sirsilar to that of the TVA Take Steck Plan. Such epproval is
a necessary reguisite to the development of & specific proposal since tha jetter
will require extonsive negotistions with the lnternal Revenue Sexvice and the
managers of pumerous mutual funds aud investment trusts . In additlon, it will
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probably be sacessary to utilize the scxvices of congultamts to oltate the
nezessary technical and investment expertise. If approval in prioeipie is
graated, I is alsc recommended that o suitabla taak force be sppofnted prompely
and that sprropriste priorities be ascribad to the task. R took the TVA two years
to develop ite plan. I believe CIA can accompilsh this within six monthe |
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